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Title  6 — Economic  Stabilization 

CHAPTER  VII— COUNCIL  ON  WAGE 
AND  PRICE  STABILITY 

PART  705— NONINFLATIONARY  PAY 
AND  PRICE  BEHAVIOR 

PART  706— SPECIAL  PROCEDURAL 
RULES 

Nine-Month  Standard  for  Price 
Increases 

AGENCY:  Council  on  Wage  and  Price 
Stability. 

ACTION;  Adoption  of  Nine-month 
Standard  for  Price  Increases 

SUMMARY:  The  Council  is  adopting 
a  nine-month  standard  for  price  in¬ 
creases  similar  to  the  six-month  stand¬ 
ard.  Under  this  new  standard,  a  com¬ 
pany’s  average  rate  of  price  change 
during  the  first  nine  months  of  the 
program  year  would  not  exceed  75  per¬ 
cent  of  the  allowable  program -year 
rate  of  price  change. 

DATES: 

Effective  Date:  March  23.  1979. 
Comments  will  be  accepted  through 
April  27,  1979. 

ADDRESS;  Send  comments  to:  Sandra 
Sherman.  Office  of  General  Counsel, 
Council  on  Wage  and  Price  Stability 
726  Jackson  Place,  N.W.,  Washington, 
D.C.  20506  (202)  456-6286. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Sandra  Sherman. 

SUPPLEMENTARY  INFORMATION: 
The  Council  is  amending  section  705A- 
4  to  request  that  a  company’s  average 
rate  of  price  change  during  the  first 
nine  months  of  the  program  year  not 
exceed  75  percent  of  the  allowable 
program-year  rate  of  price  change. 
This  is  the  same  in  principle  as  the 
Six-month  Standard  for  Price  In¬ 
creases.  which  limits  the  average  rate 
of  price  change  for  the  first  six 
months  to  not  more  than  50  percejit  of 
the  allowable  rate  for  the  program 
year.  By  adopting  this  standard,  the 
Council  is  attempting  to  prevent  a 
spurt  in  inflation  during  the  second 
half  of  the  program  year,  which  could 
result  if  companies  took  all  of  tlieir  al¬ 
lowable  price  increases  immediately 
after  the  first  six  months  of  the  pro¬ 
gram  year.  As  in  the  six-month  stand¬ 
ard.  however,  a  company  need  not 
comply  with  the  nine-month  standard 
if  price  increases  in  exce.ss  of  the 
standard  are  justified  by  seasonal  vari¬ 
ations  in  business  operations,  histori¬ 
cal  business  practices,  or  unusual  busi¬ 
ness  conditions,  and  if  the  company 
demonstrates  that  it  will  comply  with 


the  profit-margin  limitation  and,  by 
the  end  of  the  year,  with  the  price  de¬ 
celeration  standard. 

The  Council  is  also  amending 
§§706.32  and  706.34  to  allow  compa¬ 
nies  to  apply  for  exceptions  from  the 
nine-month  standard  if  they  believe 
there  is  a  business  justification  for  not 
complying.  Any  request  for  an  excep¬ 
tion  may  apply  to  both  the  six-  and 
the  nine-month  standards. 

While  these  changes  are  effective 
immediately,  the  Council  will  accept 
comments  on  them  through  April  27. 
1979.  Such  comments  should  be  sent 
to  Ms.  Sandra  Sherman  at  the  address 
given  above. 

(Council  on  Wage  and  Price  Stability  Act. 
Pub.  L.  93-387.  as  amended  (12  U.S.C.  1904 
note);  E.O.  12092.) 

In  consideration  of  the  foregoing. 
Section  705A-4  in  the  Appendix  to 
Part  705,  and  §§706.32  and  706.34  in 
Part  706,  of  Chapter  VII,  Title  6  of  the 
Code  of  Federal  Regulations,  are 
amended  to  read  as  follows. 

Issued  in  Washington,  D.C.,  March 
19,  1979. 

Barry  Bosworth, 
Director,  Council  on  Wage 
and  Price  Stability. 

1.  Section  705A-4  in  the  Appendix  to 
Part  705  is  amended  to  read  as  follow's: 

Sec.  705A-4  Six-month  and  nine-month 
standards  for  price  increases. 

During  the  first  six  and  nine  months  of 
the  program  year,  the  average  rate  of  price 
change  for  a  company  should  not  exceed, 
respectively.  50  percent  and  75  percent  of 
the  allowable  program-year  rate  of  price 
change,  as  defined  in  Section  705A-2.  How¬ 
ever.  a  company  need  not  comply  with  the 
six-  and  nine-month  limits  if  it  can  demon¬ 
strate  that  the  increases  in  excess  of  50  and 
75  percent  of  the  allowable  program-year 
change  can  be  justified  on  grounds  of  sea¬ 
sonal  variations  in  business  operations,  his¬ 
torical  business  practices,  or  unusual  busi¬ 
ness  conditions,  and  will  not  prevent  compli¬ 
ance  with  the  general  price  deceleration 
standard  by  the  end  of  the  program  year. 
However,  if  a  company  exceed  the  six-  and 
nine-month  price  standards,  a  company 
must  aLso  be  able  to  show  that  its  pricing  ac¬ 
tions  are  consistent  with  adherence  to  the 
profit  margin  limitation  (for  the  program 
year)  defined  in  Section  705A-6(a). 

2.  Section  706.32  is  amended  in  subpara¬ 
graph  (1)  of  paragraph  (b)  to  read  as 
follows; 

§  706..‘12  Grounds  for  approval  fur  defined 
exceptions. 

•  •  •  •  • 

(b)***  ' 

(1)  Compliance  with  the  six-month 
and  nine-month  limit  for  price  in¬ 
creases  under  Section  705A-4  (Six- 
month  and  Nine-month  Standards  for 
Price  Increa.ses)  is  not  required  by  the 
section;  or 

•  •  #  •  • 


3.  Section  706.34  is  amended  by 
adding  paragraph  (a)(5)(lv)(B)  to  read 
as  follows: 

§  706.34  Contents  of  the  request. 

(a)  •  •  • 

(5)  •  •  • 

(Iv)  Six-month  and/or  nine-month 
standard(s)  for  price  increases: 

(A)  •  •  • 

(B)  A  description  of  the  unusual 
business  conditions  that  are  alleged  to 
be  responsible  for  not  complying  with 
the  six-month  and/or  nine-month 
standard(s). 

[FR  Doc.  79-8759  Filed  3-21-79;  8:45  am) 


[3175-01-Mj 

PART  705— NONINFLATIONARY  PAY 
AND  PRICE  BEHAVIOR 

Interim  Final  Price  Standard  for  Fed¬ 
eral,  State  and  Local  Government 
Enterprises  and  Government-Subsi¬ 
dized  Private  Companies 

AGENCY:  Council  on  Wage  and  Price 
Stability. 

ACTTION:  Interim  Pinal  standard  for 
Federal.  State,  and  local  government 
enterprises  an<l  government-subsidized 
private  companies  and  amendment  to 
Implementation  Guide. 

SUMMARY:  The  Council  is  amending 
the  price  standard  for  Federal.  State, 
and  local  government  enterprLses.  The 
criteria  for  coverage  are  being  changed 
for  the  purpose  of  clarification  and  to 
make  the  application  of  the  standard 
uniform  for  all  enterprises  of  a  partic¬ 
ular  type.  The  standard  is  also  being 
amended  to  include,  in  the  calculation 
of  rates  of  price  change,  adjustments 
for  changes  in  operating  subsidies  to 
government  enterprises  and  private 
companies. 

DATES: 

Effective  Date:  March  23,  1979. 
Comments  will  be  accepted  through 
April  27,  1979. 

ADDREISS:  Send  comments  to:  Sandra 
Sherman.  Office  of  General  Counsel, 
Council  on  Wage  and  Price  Stability, 
726  Jackson  Place,  N.W.,  Washington, 
D.C.  20506. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Sandra  Sherman.  Office  of  General 
Counsel,  (202)  456-6286;  or  Stuart 
McMenamin,  Office  of  Policy.  Plan¬ 
ning  &  Evaluation.  (202)  456-6466. 

SUPPLEMENTARY  INFORMATION: 
On  January  19,  1979,  the  Council  aug¬ 
mented  the  Modified  Price  Standards 
for  Selected  Industries.  705C.  by 
adopting  704C-4,  w'hich  provides  a  spe¬ 
cial  price  standard  for  Federal.  State. 
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and  local  government  enterprises  (44 
FR  5336,  January  25,  1979).  The  Coun¬ 
cil  is  now  amending  this  standard  in 
several  respects. 

As  originally  adopted,  the  standard 
provided  that  a  government  entity 
would  be  subject  to  the  price  standard 
in  705A  only  if  it  was  a  “government 
enterprise”.  The  Intention  was  to 
apply  the  price  standard  only  to  those 
government  activities  that  are  similar 
to  private  business  activities.  A  govern¬ 
ment  enterprise  was  defined  as  a  gov¬ 
ernment  entity  that  could  be  separat¬ 
ed  from  a  Federal.  State,  or  local  gov¬ 
ernment  in  a  manner  that  is  consistent 
with  the  criteria  listed  in  the  defini¬ 
tion  of  “company”  in  Section  705D, 
and  for  which  operating  revenue 
equalled  at  least  50  percent  of  current 
operating  expenses.  Operating  revenue 
was  not  defined,  but  certain  types  of 
subsidies  were  considered  to  be  includ¬ 
ed  in  operating  revenue.  The  50  per- 
cent  test  caused  two  major  difficulties 
for  entities  attempting  to  comply  with 
the  standard:  (1)  such  entities  were 
not  sure  whether  certain  sources  of 
income  should  be  considered  “operat¬ 
ing  revenue”  for  the  purposes  of  the 
test,  and  (2)  there  was  inconsistent 
treatment  of  different  enterprises 
within  major  sectors  (e.g.,  transporta¬ 
tion),  which  is  come  instances  caused 
conflicts  with  formulas  used  to  allo¬ 
cate  public  assistance.  In  order  to 
eliminate  these  difficulties,  the  defini¬ 
tion  of  “government  enterprise”  is 
being  amended. 

Certain  categories  of  government 
business— e.g.,  the  Postal  Service; 
public  universities:  government-oper¬ 
ated  toll  facilities,  alcoholic-beverage 
stores,  parking  services,  ports,  and  air¬ 
ports;  and  public  transportation  serv¬ 
ices— will  automatically  be  considered 
“government  enterprises”,  irrespective 
of  the  ratio  of  revenue  to  expenses, 
provided  that  they  are  independent 
entities  or  that  accounting  records 
allow  them  to  be  separated  from  the 
Federal,  State,  or  local  government  in 
a  manner  that  is  consistant  with  the 
definition  of  “company,”  Since  the 
specified  categories  include  most  gov¬ 
ernment  enterprises  that  the  original 
standard  intended  to  reach— I.e.,  those 
whose  activities  most  nearly  resemble 
private  businesses— the  Council's 
intent  will  be  accomplished  without 
the  need  for  characterizing  sources  of 
income. 

Since  it  is  not  possible,  however,  to 
list  every  type  of  entity  that  shoud  be 
considered  a  “government  enterprise” 
for  purposes  of  applying  the  price 
standard,  the  Council  is  including  a 
second  category  in  the  definition  of 
such  enterprises.  This  category  in¬ 
cludes  all  other  government  entitles 
that  are  independent  or  for  which  a 
separate  accounting  record  can  be  es¬ 
tablished  and  whose  operating  rev- 
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enues  equal  at  least  50  percent  of  op¬ 
erating  expenses.  It  will  be  much 
easier  for  entities  in  this  category  to 
determine  whether  they  are  subject  to 
the  price  standard,  since  operating 
revenue  is  now  defined  as  sales  from 
goods  and  services,  and  the  subsidy 
provision  is  dropped. 

The  standard  has  also  been  changed 
to  eliminate  its  application  to  hospi¬ 
tals.  since  hospital  costs  are  covered 
under  the  Administration’s  hospital- 
cost-containment  program. 

Finally,  the  standard  has  been  modi¬ 
fied  to  provide  a  means  of  adjusting 
the  measure  of  price  increases  to  re¬ 
flect  changes  in  operating  subsidies  to 
government  enterprises  and  private 
companies.  This  change  is  being  made 
because  the  Council  does  not  want  the 
price  standard  to  conflict  with  the  ob¬ 
jective  of  meeting  more  of  the  operat¬ 
ing  expenses  of  some  government  en¬ 
terprises  and  government-subsidized 
private  enterprises  through  sales  of 
goods  and  services,  and  less  through 
government  subsidies. 

However,  at  a  time  when  inflation  is 
viewed  as  the  number  one  economic 
problem,  governments  are  asked  to 
consider  the  inflationary  impact  of 
subsidy  reductions.  In  many  cases,  the 
substitution  of  price  increases  for  sub¬ 
sidies.  while  desirable  in  the  long  run 
on  grounds  of  equity  and/or  efficien¬ 
cy,  might  be  postponed  until  the  infla¬ 
tion  problem  has  abated. 

To  provide  guidance,  the  Council  is 
also  publishing  an  addition  to  the  Im¬ 
plementation  Guide  that  illustrates 
the  method  of  calculating  a  subsidy- 
adjusted  rate  of  the  price  change. 

While  the  price  standard  is  intended 
to  apply  to  all  “government  enter¬ 
prises”,  any  statute  mandating  a  par¬ 
ticular  pricing  policy  will,  of  course, 
take  precedence. 

Since  this  is  an  interim  standard,  it 
is  effective  immediately,  but  the  Coun¬ 
cil  will  accept  comments  through  April 
27.  Comments  should  be  sent  to 
Sandra  Sherman  at  the  address  given 
above. 

Council  on  Wage  and  Price  Stability  Act, 
Pub.  L.  93-387,  as  amended  (12  U.S.C.  1904, 
note)  E.O.  12092. 

In  consideration  of  the  foregoing. 
705C-4,  In  the  appendix  to  Part  705  of 
Chapter  VII,  Title  6  of  the  Code  of 
Federal  Regulations,  and  the  Imple¬ 
mentation  Guide,  are  amended  to  read 
as  follows. 

Issued  in  Washington,  D.C.,  March 
19,  1979. 

Barry  P.  Bosworth, 
Director,  Council  on 
Wage  and  Price  Stability. 

1.  Section  705C-4  in  the  appendix  to 
Part  705  is  revised  to  read  as  follows: 
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705C— Modified  Price  Standards  for 
Selected  Industries 

•  •  •  •  • 

Sec.  705C-4  Federal,  State,  and  Local 
Government  Enterprises  and  Government- 
Subsidized  Private  Companies. 

(a)  (1)  Subject  to  paragraph  (b),  govern¬ 
ment  enterprises  are  expected  to  comply 
with  the  price  standard  in  705A  or  the  ap¬ 
propriate  alternative  standard  in  705C. 

(2)  The  Postal  Service  is  a  government  en¬ 
terprise.  Any  other  independent  govern¬ 
ment  entity  or  nonindependent  government 
entitiy  that  can  be  separated  from  a  Feder¬ 
al,  State,  or  local  government  in  accordance 
with  the  criteria  set  forth  in  the  definition 
of  company  in  705D  is  also  classified  as  a 
government  enterprise  if  it  satisfies  either 
of  the  following  two  conditions: 

(i)  It  is  a  college  or  university:  a  toll  facili¬ 
ty;  an  alcoholic-beverage  store;  a  commis¬ 
sary  (retail  outlet);  a  parking  system;  a  port 
authority;  an  airport;  an  electric,  gas,  sewer, 
water,  or  other  utility;  a  transportation 
service;  a  housing  authority;  or  a  health  fa¬ 
cility  other  than  a  hospital. 

(ii)  Its  base-year  operating  revenue— i.e., 
revenue  from  sales  of  goods  and  services— 
equals  at  least  50  percent  of  base-year  oper¬ 
ating  expenses. 

(b)  Government  enterprises  and  private 
companies  that  receive  government  operat¬ 
ing  subsidies  should  use  a  subsidy-adjusted 
rate  of  price  change  for  both  the  ba.se 
period  and  the  program  year.  The  subsidy- 
adjusted  rate  of  price  change  is  the  revenue- 
weighted  rate  of  price  change  plus  the  rate 
of  change  in  the  operating  subsidy  per  unit 
of  output. 

2.  The  Implementation  Guide  for 
the  voluntary  pay  and  price  standards 
in  6  CFR  Part  705  published  on  Janu¬ 
ary  25,  1979  at  44  FR  5338  is  amended 
by  adding  Section  5  to  Part  I.B  (Price 
Deceleration  Standard)  to  read  as  fol¬ 
lows: 

5.  Price  Deceleration  Standard  For  Subsi¬ 
dized  Companies 

In  determining  compliance  with  the  price 
deceleration  standard,  government  enter¬ 
prises  and  private  companies  that  receive 
government  subsidies  will  need  to  adjust 
their  measures  of  price  change  for  changes 
In  the  contribution  to  revenues  provided  by 
government  subsidies.  The  subsidy-adjusted 
rate  of  price  change  is  the  rate  of  price 
change  plus  the  rate  of  change  in  the  oper¬ 
ating  subsidy  per  unit  of  output.  For  exam¬ 
ple,  if  the  rate  of  price  increase  was  held 
down  in  the  base  period  by  increased  subsi¬ 
dies,  the  enterprise  can  adjust  its  base- 
period  rate  of  price  change  upward  to  re¬ 
flect  this  fact.  Similarly,  subsidy  lncrea.ses 
during  the  program  year  would  result  in  an 
increase  in  the  subsidy  adjusted  rate  of 
price  change  which  must  be  off.set  by  a  com- 
mensurately  lower  rate  of  increase  in  the 
price  actually  charged  to  customers  if  the 
price  standard  is  to  be  met.  The  reverse  is 
true  for  subsidy  reductions. 

In  the  following  example,  it  is  a-ssumed 
that: 

•  The  base-period  rate  of  price  change 
(BPRC)  Is  5.40%, 

•  The  program-year  rate  of  price  change 
(PRPC)  is  9.37%,  and 
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•  The  deceleration  percentage  is  0.5  dy  per  unit  of  output  over  the  base  period 

For  a  sub.sidteed  operation,  it  is  necessary  and  the  program  year.  In  this  example,  the 
to  compute  the  rate  of  change  in  the  subsi-  following  data  are  used. 

Subsidy  Data 


(1) 

(2) 

(3) 

Quarter  ending 

Subsidy  received 

Units  sold 

Subsidy  per  unit 

Dec.  31.  1975 . 

Dec.  31.  1977 . 

Sept.  30.  1978 . 

Srpt.  30.  1979 . 

. . . 

87.000.000 

7.500.000 

7.904,000 

7.575.000 

3.500.000 

3.625.500 

3.800.000 

3,750.000 

$2.00 

2.07 

2.08 

2.02 

The  base-period  rate  of  change  in  rate  of  change  in  the  subsidy  per  unit 
the  subsidy  per  unit  of  output  from  the  end  of  1975  to  the  end  of 
(BPRCS)  is  computed  as  the  annual  1977,  giving: 


Similarly,  the  program-year  rate  of  percentage  change  in  the  subsidy  per 
change  in  the  subsidy  per  unit  of  unit  from  the  base  quarter  to  the  final 
output  (PYRCS)  is  computed  as  the  quarter  of  the  program  year,  giving: 


These  values  are  used  to  compute  the  dy-adjusted  program-year  rate  of  price 
subsidy-adjusted  base-period  rate  of 

price  change  (SABPRC)  and  the  subsi-  change  (SAPRPC)  as  follows: 


Base  Period 

Prooran  Year 

SABPRC  =  BPP.C  +  BPRCS 

SAPRPC  =  PRPC  +  PYRCS 

=  5.40%  +  1.73% 

=  9.37%  -  2.88% 

=  7.13% 

=  €.49% 

Under  the  price  deceleration  standard  (6.63%=7.13%-0.5%).  Since  the  actual 
(assuming  the  deceleration  percentage  increase  was  6.49%,  this  is  a  complying 
of  0.5)  the  subsidy-adjusted  price  may  situation. 

rise  by  6.63%  during  the  program  year  [FR  Doc.  79-8760  Filed  3-21-79;  8:45  am] 


[3175-01-M] 

PART  705— NONINFLATIONARY  PAY 
AND  PRICE  BEHAVIOR 

Amendment  to  the  Modified  Price 
Standard  for  Providers  of  Insuronce 
Other  than  Medical  and  Dental  In¬ 
surance 

AGENCTY;  Council  on  Wage  and  Price 
Stability. 

AfJTION:  Pinal  Standard  for  Insur¬ 
ance  Providers, 

SUMMARY:  The  Council  is  amending 
the  modified  price  standard  for  provid¬ 
ers  of  insurance  other  than  medical 
and  dental  insurance,  so  that  such  pro¬ 
viders  will  not  automatically  be 
exempted  from  both  the  price  decel¬ 
eration  standard  and  the  profit- 
margin  limitation,  or  shifted  from  the 
price  deceleration  standard  to  the 
profit-margin  limitation  because  of  in¬ 
sufficient  product  coverage. 

EFFECTIVE  DATE:  March  23,  1979. 

FOR  FURTHER  INFORMATION 
CONTACT; 

Zachary  Dyckman,  Office  of  Price 
Monitoring  (202/456-6475),  or 
Sandra  Sherman  (202/456-6286), 
Office  of  General  Counsel,  Council 
on  Wage  and  Price  Stability.  726 
Jackson  Place  NW.,  Washington, 
D.C.  20506. 

SUPPLEMENTARY  INFORMATION: 
On  February  8,  1979,  the  Council 
adopted  705C-6,  which  contains  a 
modified  price  standard  for  providers 
of  insurance  other  than  medical  and 
dental  insurance  (44  FR  9582,  Febru¬ 
ary  13,  1979).  Under  this  modified 
standard,  such  insurance  pro\iders  are 
expected  to  comply  with  the  price  de¬ 
celeration  standard  in  705 A-2  (except 
for  life  insurance),  but  may  comply 
with  the  profit-margin  limitation  in 
705A-6  if  they  are  experiencing  uncon¬ 
trollable  cost  increases.  In  addition, 
the  preamble  to  the  standard  provides 
that; 

Several  lines  of  insurance  fall  imder  the 
exclusions  [from  the  calculation  of  a  compa¬ 
ny's  average  price  change,  for  purposes  of 
the  price  deceleration  standard]  listed  in 
705A-3.  Negotiated  commercial  insurance 
coverages  with  annual  premiums  per  con¬ 
tract  of  $100,000  or  more,  reinsurance, 
ocean  marine  Insurance  and  inland  insur¬ 
ance  are  each  custom  products,  often  com¬ 
petitively  bid  as  part  of  international  mar¬ 
kets. 
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The  exclusion  of  these  lines  of  busi¬ 
ness  under  705A-3  has  potential  conse¬ 
quences  under  705A-5  (Insufficient 
Product  Coverage),  which  provides 
that  if  certain  categories  of  products 
account  for  75  percent  or  more  of  a 
company’s  “net  revenues,”  or  one- 
third  or  more  of  a  company’s  “adjust¬ 
ed  net  revenues,”  the  company  is,  re¬ 
spectively,  exempted  from  the  price 
deceleration  standard  and  the  profit- 
margin  limitation,  or  shifted  from  the 
price  deceleration  standard  to  the 
profit-margin  limitation.  In  adopting 
705C-6,  the  Council  did  not  intend 
that  insufficient  product  coverage 
result  in  an  exemption  from  the  pro¬ 
gram  or  a  shift  to  the  profit-margin 
limitation.  Rather,  it  intended  that 
the  profit-margin  limitation  apply 
only  where  a  company  was  experienc¬ 
ing  uncontrollable  cost  increases.  Ac¬ 
cordingly,  in  order  that  its  intent  be 
given  effect,  the  Council  is  amending 
705C-6  to  provide  that  lines  of  insur¬ 
ance  excluded  from  compliance  with 
the  price  deceleration  standard  should 
be  excluded  from  “net  revenues”  and 
“adjusted  net  revenues”  for  purposes 
of  705A-5. 

Under  the  standard  as  changed, 
companies  should  not  include  those 
lines  of  insurance  excluded  under 
705A-3,  or  life  insurance,  when  calcu¬ 
lating  their  average  price  change,  but 
should  apply  the  price  deceleration 
standard  to  the  remaining  lines  of  in¬ 
surance  irrespective  of  the  proportion 
of  excluded  lines  of  business  to  a  com¬ 
pany’s  “net  revenues”  or  “adjusted  net 
revenues.”  The  profit-margin  limita¬ 
tion  would  still  be  available  to  compa¬ 
nies  experiencing  uncontrollable  cost 
increases.  As  specified  in  705C-6,  if 
any  firm  providing  insurance  (other 
than  medical  and  dental  insurance) 
applies  the  profit-margin  limitation, 
and  is  affiliated  with  other  firms  pro¬ 
viding  such  insurance,  then  all  the  af¬ 
filiated  firms  should  comply  with  the 
profit-margin  limitation  (for  lines 
other  than  medical  and  dental  but  in¬ 
cluding  lines  excluded  from  the  price 
deceleration  standard). 

(Council  on  Wage  and  Price  Stability  Act. 
Pub.  L.  93-837,  as  amended  (12  U.S.C.  1094, 
note);  E.0. 12092.) 

In  consideration  of  the  foregoing, 
section  705C-6  in  the  appendix  to  Part 
705  of  Chapter  VII,  Title  6.  of  the 
Code  of  Federal  Regulations,  is 
amended  by  adding  a  new  subpara¬ 
graph  (3)  to  paragraph  (a)  to  read  as 
follows. 

Issued  in  Washington,  D.C.,  March 
19.  1979. 

Barry  Bosworth, 
Director,  Council  on  Wage  and 
Price  Stability. 

Section  705C-6  is  amended  by 
adding  a  new  subparagraph  (3)  to 
paragraph  (a)  to  read  as  follows: 
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Sec.  705C-6.  Price  Standard  for  Providen  of 
Insurance  Other  Than  Medical  and 
Dental  Insurance 

(a) •  •  • 

(3)  All  lines  of  insurance  excluded  from 
calculations  of  average  price  change  under 
705C-6,  or  under  705A-3,  should  be  excluded 
from  net  revenues  and  adjusted  net  rev¬ 
enues  for  purposes  of  705A-5  (Insufficient 
Product  Coverage). 

•  •  •  •  « 

[FR  Doc.  79-8762  FUed  3-21-79;  8:45  am) 


[3175-01>M] 

PART  705— NONINFLATIONARY  PAY 
AND  PRICE  BEHAVIOR 
Altomotiv*  Price  Standard  for  Electric 
and  Gat  Utilities 

AGENCY:  Cotmcil  on  Wage  and  Price 
Stability^ 

ACTION:  Interim  Pinal  Alternative 
Price  Standard  for  Electric  and  Gas 
Utilities. 

SUMMARY:  The  Council  is  adding  a 
new  Section  705C-8  to  its  voluntary 
standards  for  noninflationary  price  be¬ 
havior  that  permits  electric  and  gas 
utilties,  for  purposes  of  compliance,  to 
apply  a  gross  margin  standard  as  an 
alternative  to  the  price  deceleration 
standard 

DATES: 

Effective  date:  March  23, 1979. 
Comments  will  be  considered  until 
AprU  23.  1979. 

ADDRESS:  Send  comments  to:  Roy  A. 
Nierenberg,  Acting  General  Counsel. 
Council  on  Wage  and  Price  Stability, 
726  Jackson  Place,  NW.,  Washington, 
D.C.  20506. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Reginald  Brown,  Office  of  Price 
Monitoring  (202)  456-6475. 

Roy  A.  Nierenberg,  Acting  General 
Counsel  (202)  456-6286. 

SUPPLEMENTARY  INFORMA'nON: 
The  Council  recognizes  that  the  prices 
of  most  public  utilities  are  already 
subject  to  regulation  by  the  Federal 
Energy  Regulatory  Commission  or  by 
Public  Utility  Commissions  (Commis¬ 
sions),  and  in  issuing  this  price  stand¬ 
ard,  the  Coimcil  does  not  intend  to 
supplant  their  statutory  functions  and 
responsibilities.  The  Council’s  stand- 
ardis  are  intended  to  provide  guidance 
to  Commissions  on  anti-inflationary 
price  changes,  in  order  that  anti-infla¬ 
tionary  objectives  can  be  given  appro¬ 
priate  weight  in  regulatory  proceed¬ 
ings.  'The  standard  should  be  viewed 
by  Commissions  as  a  minimum  objec¬ 
tive  to  be  achieved  whenever  possible, 
consistent  with  their  statutory  respon¬ 
sibilities,  and  to  be  exceeded  only 
under  exceptional  circumstances. 
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The  general  price  deceleration 
standard,  as  applied  to  most  other  in¬ 
dustries.  is  of  limited  applicability  to 
electric  and  gas  utilities.  First,  sharp 
rises  in  fuel  and  purchased  gas  costs 
during  1979  will  make  it  impossible  for 
many  firms  to  achieve  price  decelera¬ 
tion.  There  are  also  sharp  regional 
variations  in  the  rate  of  increase  in 
fuel  costs.  Furthermore,  the  construc¬ 
tion  of  new  facilities  which  use  fuels 
other  than  oil,  in  accordance  with  Fed¬ 
eral  policies,  has  caused  many  utilities 
to  undertake  new  construction  pro¬ 
grams  at  significantly  higher  costs. 

The  Council  is,  therefore,  offering 
an  alternative  to  the -price  decelera¬ 
tion  standard.  An  electric  or  gas  utility 
may  achieve  compliance  by  satisfying 
either  the  gross  margin  or  the  price 
deceleration  standard.  The  gross 
margin  standard  is  similar  to  that 
made  available  to  food  manufacturers 
and  petroleum  refiners. 

Under  the  gross  margin  standard,  a 
utility  may  pass  through  increases  in 
costs  of  fuel  and  purchased  gas  and 
power  on  a  dollar-for-dollar  basis,  if 
that  accords  with  Commission  policy. 
The  nonfuel  costs  allowed  by  the  Com¬ 
mission  should  not  be  increased  in 
excess  of  6.5  percent  during  the  pro¬ 
gram  year,  plus  any  percentage 
growth  in  physical  volume.  The  elec¬ 
tric  and  gas  utilities  that  cannot 
comply  with  the  price  deceleration  or 
gross  margin  standard  are  expected  to 
adhere  to  the  profit-margin  limitation 
exception  (Section  705A-6). 

The  Commissions  should  also  admin¬ 
ister  exceptions  to  these  standards  for 
extreme  hardships  and  gross  inequi¬ 
ties.  In  particular,  the  Council  recog¬ 
nizes  that  it  may  become  necessary  for 
Commissions  to  grant  exceptions  in 
order  to  enable  utilities  to  raise  capital 
to  finance  construction  that  is  needed 
either  to  serve  customers  or  to  meet 
Federal  policies  that  seek  to  reduce  de¬ 
pendence  on  oil.  Circumstances  under 
which  the  standards  could  impose  a 
hardship  for  utilities  committed  to 
such  investments  include: 

(A)  Pro-forma  interest  coverage 
ratios  are  inadequate  to  assure  the 
legal  minimum  of  the  bond  inden¬ 
tures. 

(B)  'The  Market  to  Book  ratio  of  out¬ 
standing  common  stock  in  below  mini¬ 
mum  levels  judged  by  the  Commission 
to  be  acceptable,  a  level  which  in  our 
judgment  would  not  under  present  cir¬ 
cumstances  exceed  0.9  for  purposes  of 
granting  a  hardship  exception  but  not 
for  other  purposes. 

(C)  Cash  flows  are  judged  by  the 
Commission  to  be  inadequate. 

In  the  cases  in  which  increases 
under  these  exceptions  exceed  9.5  per¬ 
cent,  Commissions  are  urged  to  adopt 
phasing  schedules  that  limit  the  initial 
rate  increase  when  such  action  is  per¬ 
mitted  by  law.  is  in  the  long-run  inter- 
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est  of  consumers,  and  would  be  reason¬ 
able  in  light  of  seasonal  rate  patterns 
and  other  relevant  factors. 

Although  the  initial  responsibility 
for  demonstrating  compliance  will  rest 
with  the  individual  utility.  Commis¬ 
sions  are  asked  to  report  to  the  Coun¬ 
cil  on  a  quarterly  basis  their  progress 
in  implementing  the  standards.  If  a 
Commission  grants  an  increase  in  a 
major  rate  case  that  yields  an  increase 
in  the  gross  margin  exceeding  6.5  per¬ 
cent  plus  a  positive  percentage  growth 
in  physical  volume,  it  is  asked  to  ex¬ 
plain  the  justification  in  its  final  deci¬ 
sion. 

Utilities  that  provide  service  in  more 
than  one  jurisdiction  maintain  sepa¬ 
rate  accounting  records  for  each  juris¬ 
diction.  The  Coimcil  is  asking  that 
each  individual  Commission  evaluate 
compliance  within  its  own  jurisdiction, 
and  these  standards  are  intended  to 
apply  separately  to  each  utility’s  oper¬ 
ations  in  each  jurisdiction.  In  such 
cases,  the  non-utility  portion  of  a  utili¬ 
ty’s  business  should  be  treated  sepa¬ 
rately  under  the  price  standards  in  ac¬ 
cordance  with  the  definition  of  compa¬ 
ny  under  705D.  These  standards 
should  be  interpreted  by  the  Commis¬ 
sion  in  the  context  of  its  standard  ac¬ 
counting  practice  and  applied  in  a  con¬ 
sistent  fashion. 

These  standards,  as  applicable,  cover 
municipal  and  publicly-owned  utilities, 
which  are  asked  to  comply  with  them 
and  to  report  and  explain  to  the  Coun¬ 
cil  any  instances  in  which  it  becomes 
necessary  to  raise  rates  by  more  than 
the  amount  allowed  under  the  stand¬ 
ards.  To  the  extent  that  such  utilities 
receive  operating  subsidies,  the  subsi¬ 
dy  provision  of  the  Modified  Price 
Standard  for  Federal.  State  and  Local 
Government  Enterprises  Section 
705C-4(b)  should  be  applied. 

Since  Commissions  will  be  reporting 
to  the  Council  on  compliance  of  elec¬ 
tric  and  gas  utilities,  utilities  are  asked 
to  submit  only  portions  of  the  data  re¬ 
quested  by  Subpart  B  of  Part  706  of 
the  Council’s  regulations.  Utilities  are 
requested  to  submit  the  data  specified 
in  §  706.21  (Company  Organization  for 
Purposes  of  Compliance)  and  §706.24 
(Method  of  Pay  (Calculation),  as  these 
apply  to  utility  and  nonutility  oper¬ 
ations  of  such  firms.  Utilities  are  also 
requested  to  submit  data  specified  in 
§706.22  (Price  or  Margin  Data)  and 
§  706.23  (Profit  Margin  Data)  but  only 
for  nonutility  operations.  For  pur¬ 
poses  of  such  reporting,  total  revenues 
of  utility  and  nonutility  operations 
should  be  included  in  determining 
whether  a  firm  meets  threshold  reve¬ 
nue  requirements  for  filing  any  of  the 
requested  reports.  In  addition,  in  light 
of  the  changes  in  the  price  standards 
for  electric  and  gas  utilities,  the  re¬ 
porting' date  for  any  such  utilities  that 


have  not  already  submitted  reports  is 
extended  to  March  26,  1979. 

This  is  an  interim  final  standard. 
The  Council  will  consider  comments 
on  it  until  April  23, 1979. 

(Council  on  Wage  and  Price  Stability  Act. 
Pub.  L.  93-387,  as  amended  (12  U.S.C.  1904, 
note);  E.0. 12092.) 

In  consideration  of  the  foregoing. 
Section  705C-8  is  added  to  the  appen¬ 
dix  of  Part  705  of  Chapter  VII.  Title  6 
of  the  Code  of  Federal  Regulations,  to 
read  as  follows. 

Issued  in  Washington.  D.C.,  March 
19, 1979. 

Barry  Bosworth, 
Director,  Council  on  Wage 
and  Price  Stability. 

Sec.  705C-8  Alternative  Price  Standard  for 
Electric  and  Gas  Utilities 

(a)  General  A  gross  margin  standard  is 
available  for  electric  and  gas  utilities  as  an 
alternative  to  the  price  deceleration  stand¬ 
ard. 

(b)  Definitions.  (1)  An  electric  utility  is  a 
company  that  sells  electric  power  at  retail 
or  wholesale. 

(2)  A  gas  utility  is  a  company  or  the  por¬ 
tions  of  company  operations  involving  the 
sale  of  natural  gas  at  retail  or  wholesale, 
but  not  at  the  wellhead. 

(3)  For  the  operations  of  electric  and  gas 
utilities,  the  gross  margin  is  equal  to  rev¬ 
enues  or  sales  less  the  cost  of  fuels,  pur¬ 
chased  gas.  and  purchased  power. 

(c)  TTie  Gross  Margin  Standard.  An  elec¬ 
tric  or  gas  utility  satisfies  the  gross  margin 
standard  if  the  rate  of  Increase  in  its  gross 
margin  between  the  base  quarter  (the  last 
complete  calendar  or  fiscal  quarter  ending 
prior  to  October  2,  1978).  and  the  corre¬ 
sponding  quarter  of  1979  does  not  exceed  6.5 
percent,  plus  any  positive  percentage 
growth  in  physical  volume  over  the  same 
period. 

(d)  The  Council  is  asking  that  Commis¬ 
sions  determine  compliance  with  these 
standards  and  rule  on  the  applicability  of 
exceptions.  The  Commissions  may  adminis¬ 
ter  the  profit-margin  limitation  exception 
(Section  705A-6)  and  exceptions  for  ex¬ 
treme  hardships  and  gross  inequities.  Com¬ 
missions  may  find  it  necessary  to  grant  ex¬ 
ceptions  in  order  to  enable  utilities  to  raise 
capital  in  order  to  finance  construction  that 
is  needed  to  serve  customers  or  to  meet  Fed¬ 
eral  policies  that  seek  to  reduce  dependence 
on  oil.  Circumstances  under  which  the 
standard  could  impose  a  hardship  for  those 
utilities  committed  to  such  investments  in¬ 
clude: 

(i)  Pro-forma  interest  coverage  ratios  are 
inadequate  to  assure  the  legal  minimum  of 
bond  indenture. 

(ii)  The  Market  to  Book  ratio  of  outstand¬ 
ing  common  stock  is  below  minimum  levels 
Judged  by  the  Commi.ssion  to  be  acceptable, 
a  level  which  in  our  judgment  would  not 
exceed  0.9  under  present  circumstances  for 
purposes  of  granting  a  hardship  exemption 
but  not  for  other  purposes. 

(iii)  Cash  flows  are  judged  by  the  CommLs- 
sion  to  be  inadequate. 

(e)  In  instances  where  the  Commiasions 
grant  exceptions  resulting  in  rate  increases 
higher  than  would  be  permissible  under  the 
price  deceleration  or  gross  margin  standard 
or  imder  the  profit  margin  limitation  excep¬ 


tion.  the  Council  asks  the  Commissions  to 
explain  its  action  in  the  final  decision.  Com¬ 
missions  are  asked  to  report  on  a  quarterly 
basis  the  extent  to  which  they  have  suc¬ 
ceeded  in  implementing  the  anti-inflation 
standards. 

(f)  *1710  Council  asks  the  Commissions  to 
phase  in  rate  increases,  to  the  greatest 
extent  possible,  to  ease  their  inflationary 
Impact,  where  increases  of  greater  than  9.5 
percent  in  the  gross  margin  are  anticipated. 

[FR  Doc.  79-8761  Filed  3-21-79;  8:45  am] 


[3175-01-M] 

PART  705— NONINFLATIONARY  PAY 
AND  PRICE  BEHAVIOR 
Profit  Standard  for  Financial 
Institutions 

AGENCY:  Council  on  Wage  and  Price 
Stability. 

ACrriON:  Final  Standard  for  Financial 
Institutions. 

SUMMARY:  The  Council  Is  amending 
the  voluntary  standard  for  noninfla¬ 
tionary  price  behavior  by  adopting  a 
specialized  standard  for  financial  insti¬ 
tutions.  Under  this  standard,  such  in¬ 
stitutions  would  not  be  requested  to 
comply  with  the  generally  applicable 
price  standard  (6  CFR  705 A),  but. 
during  1979,  would  be  expected  to 
limit  either  their  rate  of  return  on 
assets  or  the  rate  of  return  on  equity 
to  a  rate  not  to  exceed  the  average 
rate  for  the  best  three  out  of  the  five 
calendar  years  preceding  1979.  If  regu¬ 
lations  make  compliance  with  this 
standard  impractical,  the  financial  in¬ 
stitution  is  asked  to  limit  the  increase 
in  dividends  per  share  to  7  percent  and 
to  avoid  any  increase  in  (coincident) 
service  charges. 

DATES; 

Effective  Date:  March  23, 1979. 
Comments  will  be  accepted  through 
April  27.  1979. 

ADDRESS;  Send  comments  to:  Zach¬ 
ary  Dyckman,  Office  of  Price  Monitor¬ 
ing,  Council  on  Wage  and  Price  Stabil¬ 
ity,  726  Jackson  Place  N.W.,  Washing¬ 
ton.  D.C.  20506. 

FOR  FURTTHER  INFORMATION, 
CONTACrr: 

Zachary  Dyckman  (202)  456-6475, 
Alice  Weicher  (202)  456-6475,  Office 
of  Price  Monitoring  or 
Sandra  Sherman  (202)  456-6286, 
Office  of  General  Counsel. 

SUPPLEMENTARY  INFORMATION: 
After  consultation  with  the  Federal 
Reserve  Board,  the  Federal  Home 
Loan  Bank  Board,  the  American  Bank¬ 
ers  Association,  other  organizations 
with  interests  in  the  financial  commu¬ 
nity.  individual  bankers,  and  members 
of  the  public,  the  Council  has  deter¬ 
mined  that  application  of  the  general 
price  standard  to  financial  institutions 
would  be  impractical.  Insofar  as  com- 
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pliance  with  the  general  price  stand¬ 
ard  required  reduction  of  interest 
rates  on  loans,  application  of  the 
standard  could  work  at  cross-purposes 
with  monetary  policy,  and  could  lead 
to  discriminatory  rationing  of  credit. 
In  addition,  commercial  banks,  savings 
and  loan  associations,  and  similar  fi¬ 
nancial  institutions  are  regulated  by 
several  government  agencies.  Regula¬ 
tion  of  these  institutions,  limiting  the^ 
deposit  rates  they  may  pay  and  the* 
mix  of  assets  in  which  they  may 
invest,  greatly  constrains  the  re¬ 
sponses  that  they  could  make  to  any 
price  standard  or  profit-margin  limita¬ 
tion  that  the  Council  can  suggest.  Ac¬ 
cordingly,  the  Council  is  amending 
Part  705C  of  the  standards,  which  con¬ 
tains  modified  price  standards  for  se¬ 
lected  industries,  in  order  to  provide  a 
standard  for  financial  institutions  that 
is  consistent  with  the  aims  of  the  anti¬ 
inflation  program,  but  tailored  to  the 
specific  characteristics  of  financial  in¬ 
stitutions. 

The  modified  standard,  asks  each  in¬ 
stitution  to  limit  the  rate  of  return  on 
assets  or  the  rate  of  return  on  equity 
in  1979  to  a  rate  not  to  exceed  the 
average  rate  for  the  best  three  out  of 
the  last  five  calendar  years  preceding 
1979.  The  rate-of-retum  comparison  is 
based  on  the  best  three  of  the  last  five 
years,  rather  than  the  best  two  of  the 
last  three  (as  in  the  general  profit- 
margin  standard)  because  of  the 
highly  cyclical  nature  of  financial-in¬ 
stitution  profits  (the  five-year  period 
covers  the  last  complete  cycle  of  inter¬ 
est  rates).  The  adoption  of  1979  as  the 
program  year,  instead  of  the  program 
year  in  the  general  standard,  reflects 
the  fact  that  financial  institutions  are 
regulated  by  Federal  and  State  agen¬ 
cies,  which  generally  require  reporting 
on  a  calendar  year  basis. 

Financial  institutions  that  cannot 
comply  with  the  limitation  on  either 
rate  of  return  are  requested  to  limit 
increases  in  dividends  per  share  of 
stock  during  the  twelve-month  period 
beginning  March  15,  1979,  to  no  more 
than  107  percent  of  the  dividends  per 
share  paid  during  the  previous  twelve- 
month  period,  and  not  to  increase 
service  charges  (other  than  interest 
charges)  between  March  15,  1979  and 
March  15, 1980. 

While  this  standard  is  final,  the 
Council  will  accept  comments  through 
April  27.  1979.  All  comments  should  be 
sent  to  Zachary  Dyckman  at  the  ad¬ 
dress  given  above. 

(Council  on  Wage  and  Price  Stability  Act. 
Pub.  L.  93-387,  as  amended  (12  U.S.C.  1904 
note):  E.O.  12092.) 

In  consideration  of  the  foregoing. 
Chapter  VII  of  Title  6  of  the  Code  of 
Federal  Regulations  is  amended  by 
adding  Section  705C-9  to  Part  705  at 
43  FR  60772  (December  28.  1978),  to 
read  as  follows. 


Issued  in  Washington,  D.C.,  March 
19. 1979. 

Barry  Bosworth, 

Director, 

Council  on  Wage  and  Price  Stability. 

1.  Section  705C-9  is  added  to  the  Ap¬ 
pendix  to  Part  705  to  read  as  follows: 

705C-  Modified  Price  Standards  for 
Selected  Industries 

•  •  •  •  • 

Sec.  705C-9.  Standard  for  Financial  Institu¬ 
tions. 

(aKl)  Profit  Standard.  A  financial  institu¬ 
tion  complies  with  the  profit  standard  if 
either  its  rate  of  return  on  assets  or  its  rate 
of  return  on  equity  for  the  program  year 
does  not  exceed  the  average  rate  of  return 
for  the  best  three  out  of  the  preceding  five 
calendar  years.  For  the  purpose  of  this 
standard,  the  program  year  is  calendar-year 
1979. 

(2)  Alternative  Standard.  If  the  financial 
institution  cannot  comply  with  the  standard 
in  subparagraph  (1).  it  should  satisfy  both 
of  the  following  conditions:  (1)  it  should 
limit  dividends  per  share  of  stock  during  the 
12-month  period  beginning  March  15.  1979, 
to  no  more  than  107  percent  of  the  divi¬ 
dends  per  share  diuing  the  preceding  12 
month  period,  and  (ii)  it  should  not  increase 
average  prices  for  services  (other  than  inter¬ 
est  charges)  between  March  15.  1979,  and 
March  15,  1980.  If  dividends  that  are  to  be 
paid  out  on  or  after  March  15,  1979,  were 
publicly  announced,  prior  to  March  15.  then 
the  107-percent  limitation  can  be  applied, 
alternatively,  to  the  12  months  following 
the  issuance  of  those  dividends. 

(b)  For  purposes  of  this  standard,  the 
term  “financial  institution”  means  a  bank 
holding  company,  commercial  bank,  savings 
and  loan  holding  company,  savings  and  loan 
association,  mutual  savings  bank,  credit 
union,  or  substantially  similar  institution. 

(c)  For  purposes  of  this  standard,  the 
term  "dividends”  does  not  apply  to  interest 
dividends  to  sharehoiders/depositors  of  mu¬ 
tually  owned  financial  associations. 

(d)  Holding  companies  whose  total  rev¬ 
enues  are  at  least  75-percent  financial  insti¬ 
tution  related  are  subject  to  the  standard  in 
paragraph  (a)  on  a  fully  consolidated  basis, 
including  foreign  operations.  Holding  com¬ 
panies  whose  total  revenues  are  less  than 
75-percent  financial  institution  related 
should  apply  the  profit  standard  to  the  con¬ 
solidation  of  their  financial  subsidiaries. 
The  nonfinancial  subsidiaries  should 
comply  with  the  Price  Standard  in  705A  or 
with  the  appropriate  alternative  standard  in 
section  705C. 

(e)  In  calculating  rates  of  return,  commer¬ 
cial  banks  and  bank  holding  companies 
should  use  the  following  definitions: 

(1)  Numerator.  The  numerator  is  operat¬ 
ing  income  before  provision  for  income 
taxes  and  security  gains  and  losses  with  the 
following  adjustments: 

(i)  Unrealized  gains  and  losses  resulting 
from  the  translation  of  assets  and  liabilities 
denominated  in  foreign  currencies  into  their 
doilar  equivalents,  net  of  related  hedging 
transactions,  are  excluded: 

(il)  The  provision  for  loan  losses  is  added 
back  to  income: 


(ill)  Interest  lost  on  nonperforming  and 
renegotiated  loans  is  added  back  to  income: 
and 

(iv)  The  difference  between  tax-exempt 
income  and  its  pre-tax  equivalent  is  added 
back  to  income. 

(2)  Denominator.  At  the  option  of  the 
bank  or  bank  holding  company,  the  denomi¬ 
nator  may  be  either  the  daily  average  of  (i) 
equity  or  net  worth,  including  preferred 
stock,  common  stock,  surplus,  and  undivided 
profits,  or  (ii)  total  assets,  minus  the  lesser 
of  (A)  or  (B).  where  (A)  is  the  sum  of  the 
daily  averages  of  due  from  banks  (including 
balances  at  Federal  Reserve  banks  and  total 
balances  at  other  banks).  Federal  funds 
sold  and  securities  purchased  under  agree¬ 
ments  to  resell,  and  where  (B)  is  the  sum  of 
the  daily  averages  of  due  to  banks  (includ¬ 
ing  interest  bearing  balances  due  to  other 
banks)  Federal  funds  purchased  and  securi¬ 
ties  sold  under  agreements  to  repurchase  . 

If  the  daily  averages  are  not  available, 
averages  may  be  based  on  month-end  bal¬ 
ances  or  balances  taken  from  the  four  quar¬ 
terly  Reports  of  Condition  for  the  year  in 
question  and  the  previous  year-end  Report 
of  Condition. 

(f)  In  calculating  rates  of  return,  savings 
and  loan  associations,  savings  and  loan  hold¬ 
ing  companies,  and  equivalent  institutions 
should  use  the  following  definitions: 

(1)  Numerator.  The  numerator  is  income 
before  provision  tor  income  taxes  with  the 
following  adjustments: 

(1)  the  provision  for  losses  and  losses  on 
sale  of  investment  securities,  loans,  and 
other  assets  is  added  back  to  income:  and 

(il)  the  profit  on  sale  of  investment  securi¬ 
ties  is  eliminated  from  income. 

(2)  Denominator.  At  the  option  of  the  in¬ 
stitution.  the  denominator  may  be  either 
the  daily  average  of  total  assets  or  net 
worth.  If  daily  averages  are  not  avaUable, 
averages  may  be  based  on  month-end  bal¬ 
ances,  or  balances  taken  from  the  two  Semi¬ 
annual  Financial  Reports  for  the  year  in 
question  and  the  previous  year-end  report. 

(g)  In  calculating  rates  of  return,  mutual 
savings  banks  should  use  the  following  defi¬ 
nitions: 

(1)  Numerator.  The  numerator  is  operat¬ 
ing  Income  before  provision  for  income 
taxes  and  security  gains  and  losses  with  the 
following  adjustments: 

(1)  The  provision  for  loan  losses  is  added 
back  to  Income: 

(ii)  Interest  loss  on  nonperforming  and  re¬ 
negotiated  loans  is  added  back  to  income: 
and 

(iii)  The  difference  between  tax-exempt 
income  and  its  pre-tax  equivalent  is  added 
back  to  income. 

(2)  Denominator.  At  the  option  of  the 
bank,  the  denominator  may  be  either  the 
daUy  average  of  total  assets  or  other  surplus 
accounts.  If  daily  averages  are  not  available, 
averages  may  be  based  on  month-end  bal¬ 
ances  or  balances  taken  from  the  four  quar¬ 
terly  Reports  of  Condition  for  the  year  in 
question  and  the  previous  year-end  Report 
of  Condition. 

(h)  In  calculating  rates  of  return,  credit 
unions  should  use  the  following  definitions: 

(1)  Numerator.  The  numerator  is  total  op¬ 
erating  income  minus  operating  expenses 
and  dividends  plus  the  provision  for  loan 
losses. 

(2)  Denominator.  At  the  option  of  the 
credit  union,  the  denominator  may  be  either 
the  daily  average  of  total  assets  or  the  sum 
of  total  reserves  and  retained  earnings.  If 


FEDERAL  REGISTER,  VOL  44,  NO.  58— FRIDAY,  MARCH  23,  1979 


17916 


RULES  AND  REGULATIONS 


daily  averages  are  not  available,  the  aver¬ 
ages  may  be  based  on  month-end  balances. 
[FR  Doc.  79-8763  FUed  3-21-79;  8:45  ami 


[3175-01-M] 

PART  705— NONINFLATIONARY  PAY 
AND  PRICE  BEHAVIOR 

Definition  of  Bose  Year 

AGENCY:  Council  on  Wage  and  Price 
Stability. 

ACTION:  Pinal  rule. 

SUMMARY:  The  Council  is  amending 
the  voluntary  price  standard  by  adopt¬ 
ing  a  definition  of  “base  year.” 

EFFECTIVE  DATE:  March  23.  1979. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Sandra  Sherman,  Office  of  General 
Counsel,  Council  on  Wage  and  Price 
Stability,  726  Jackson  Piace.  N.W., 
Washington,  D.C.  20506  (202)  456- 
6286. 

SUPPLEMENTARY  INFORMATION: 
The  price  standard  in  705A  uses  the 
concept  of  “base  year”  in  the  profit- 
margin  limitation  and  in  certain  modi¬ 
fied  price  standards,  but  Part  705  con¬ 
tains  no  general  definition  of  the 
term.  In  order  to  provide  a  definition, 
the  Council  is  amending  705D  so  that 
the  base  year  will  be  the  four  calendar 
or  fiscal  quarters  ending  prior  to  Octo¬ 
ber  2.  1978  (except  as  otherwise  speci¬ 
fied  in  a  modified  price  standard). 
This  is  consistent  with  the  definitions 
of  “base  quarter”  and  “program  year” 
already  in  705D. 

(Council  on  Wage  and  Price  Stability  Act. 
Pub.  L.  93—837,  as  amended  (12  U.S.C  1904, 
note;  E.O.  12092) 

In  consideration  of  the  foregoing, 
705D,  in  the  appendix  to  Part  705  of 
Chapter  VII.  Title  6  of  the  Code  of 
Federal  Regulations,  is  amended  to 
read  as  follows: 

705D  in  the  appendix  to  Part  705  is 
amended  by  adding  a  definition  of 
“base  year”  after  the  definition  of 
“base  quarter”  to  read  as  follows: 

Base  year.  The  base  year  is  the  four  calen¬ 
dar  or  fiscal  quarters  ending  prior  to  Octo¬ 
ber  2.  1978.  except  as  otherwise  specified  in 
a  modified  price  standard. 

Issued  in  Washington.  D.C.,  March 
19.  1979. 

Barry  Bosworth, 
Director,  Council  on  Wage 
and  Price  Stability. 

(FR  Doc.  79-8758  Filed  3-21-79;  8:45  am] 


[3175-01-Ml 

PART  706— SPECIAL  PROCEDURAL 
RULES 

Amendments  and  Questions  and 
Answers 

AGENCY:  Council  on  Wage  and  Price 
Stability. 

ACTION:  Amendment  of  Interim 
Final  Procedural  Rules,  and  issuance 
and  correction  of  related  Questions 
and  Answers. 

SUMMARY:  The  Council  is  revising 
its  prcxiedural  rules,  and  issuing  relat¬ 
ed  questions  and  answers,  in  order  to 
correct  errors,  clarify  ambiguities, 
eliminate  certain  unnecessary  techni¬ 
calities.  and  promote  efficient  disposi¬ 
tion  of  Notices  of  Probable  Noncompli¬ 
ance. 

EFTECTIVE  DATE:  March  23.  1979. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Sandra  Sherman.  Office  of  General 

Counsel.  Council  on  Wage  and  Price 

Stability,  726  Jackson  Place,  N,W„ 

Washington.  D.C.  20506,  (202)  456- 

6286. 

SUPPLEMENTARY  INFORMATION: 
On  December  30,  1978,  the  Council 
adopted  Interim  Final  Procedural 
Rules  at  Part  706  (44  FR  1346.  Janu¬ 
ary  4.  1979),  which  were  amended  on 
January  19.  1979,  by  the  adoption  of  a 
pr(x»dure  relating  to  Federal.  State, 
and  l(x:al  entities  (44  FR  5337,  Janu¬ 
ary  25.  1979).  In  response  to  comments 
on  these  rules,  the  Council  is  issuing 
appropriate  revisions,  as  well  as  cer¬ 
tain  clarifying  Questions  and  Answers. 
The  Council  is  (X)rrecting  errors,  and 
revising  §§706.34  and  706.73  to  elim¬ 
inate  unnece.ssary  notification  by  the 
Council  if  a  request  for  an  exception  is 
complete,  or  if  reconsideration  is 
granted.  The  Council  is  also  revising 
§  706.22(b),  relating  to  the  filing  of  10- 
K  reports,  to  incorporate  guidance  al¬ 
ready  given  in  a  Question  and  Answer. 
That  is,  if  a  company  has  filed  a  10-K 
report  with  the  Securities  and  Ex¬ 
change  Commission  (SEC),  it  need  not 
file  a  duplicate  with  the  Council,  if  it 
would  burden  the  company,  since  the 
report  would  be  available  to  the  Coun¬ 
cil  directly  from  the  SEC  or  other 
sourc^.  The  Council  however  re¬ 
quests.  and  would  appreciate  receiving, 
a  copy  if  it  Is  convenient  for  a  compa¬ 
ny  to  provide  it.  The  Council  is  also  re¬ 
vising  §  706.05,  to  request  one  copy  of 
filings  instead  of  three  (consistent 
with  a  previous  Question  and  Answer), 
and  to  request  that  if  filings  contain 
confidenti^  information,  a  second 
copy,  suitable  for  public  disclosure, 
also  be  submitted.  In  addition,  the 
Coimcil  is  revising  §  706.25,  relating  to 
Federal,  State,  and  l(Kal  entities,  to 


make  clear  that  only  if  such  entities 
are  “government  enterprises.”  as  de¬ 
fined  in  §  706C-4,  are  they  (1)  request¬ 
ed  to  file  price  data,  and  (2)  not  pro¬ 
vided  the  option  of  filing  a  letter  of 
intent  to  comply  with  the  pay  stand¬ 
ard. 

In  order  to  promote  a  timely  disposi¬ 
tion  of  Notices  of  Probable  Noncompli¬ 
ance,  the  Council  is  amending 
§§706.54  and  706.76.  These  sections 
previously  provided  that  a  company 
found  not  to  be  in  compliance  wouid 
be  listed  as  noncompliant  eleven  days 
after  the  Council’s  decision,  except 
that  listing  would  be  stayed  if  the 
company  sought  reconsideration 
within  ten  days  of  the  Council’s  deci¬ 
sion.  As  amended,  the  lapse  between 
decision  and  listing  is  now  siv  days, 
subject  to  stay  if  reconsidei  aiion  is 
sought  within  five  days. 

In  addition,  the  Council  is  amending 
§  706.72  to  provide  that  requests  for  re¬ 
consideration  of  Notices  of  Probable 
Noncompliance  include  the  value  of 
any  Federal  Government  contracts 
which  the  company  has  or  may  rea¬ 
sonably  expect  to  have.  This  data  will 
help  the  Council  to  determine  wheth¬ 
er  a  hearing  is  appropriate.  It  will  be 
the  Council’s  policy  to  provide  hear¬ 
ings  where  there  are  disputed  issues  of 
fact,  and  in  general,  whenever  a 
person  faces  termination  of.  or  antici¬ 
pates  bidding  on.  a  Federal  Govern¬ 
ment  contract  exceeding  $5,000,000. 

Some  comments  by  labor  unions  sug¬ 
gested  that  the  rules  be  amended  to 
require  the  Council  to  provide  employ¬ 
ees  with  Notices  of  Probable  Noncom¬ 
pliance.  issued  to  companies  for  whom 
the  employees  work.  The  Council  did 
not  adopt  this  suggestion,  since  the 
rules  already  require  companies  to 
serve  copies  of  such  notices  of  affected 
employee  units,  and  to  notify  the 
Council  of  which  units  have  been 
served.  Unions  also  suggested  that  em¬ 
ployee  units  be  notified  of  the  organi¬ 
zational  structure  adopted  by  compa¬ 
nies  for  purposes  of  compliance.  While 
the  Council  is  sympathetic  to  this  re¬ 
quest.  it  believes  that  making  such 
data  public  could,  in  some  instances, 
lead  to  the  disclosure  of  confidential 
information.  Accordingly,  the  Council 
did  not  adopt  this  suggestion.  It 
should  be  noted,  however,  that  if  a 
company  and  its  employees  become  in¬ 
volved  in  a  proce^ing  before  the 
Council,  these  data  would  be  available 
to  employees  on  a  necd-to-know  basis, 
after  the  company  has  deieted  what¬ 
ever  may  be  confidential. 

Some  companies  commented  that 
they  should  not  be  requested  to  apply 
for  exceptions  if  they  have  $500  mil¬ 
lion  in  revenues  or  1,000  or  more  em¬ 
ployees,  and  suggested  that  in  light  of 
the  voluntary  nature  of  the  program, 
exceptions  should  be  entirely  self -ad¬ 
ministered.  The  Council  did  not  accept 
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this  suggestion,  since  it  believes  that 
consistent  practices  among  the  larger 
companies  are  necessary  for  the  suc¬ 
cess  of  the  program.  The  Council  also 
rejected  suggestions  for  a  procedure  to 
allow  a  company’s  informal  review  of  a 
Notice  of  Probable  Noncompliance 
before  the  notice  is  formally  issued. 
The  Coimcil  will,  however,  contact  a 
company  prior  to  the  issuance  of  any 
notice  if,  in  its  judgment,  this  is  neces¬ 
sary  to  verify  relevant  information. 

Since  these  rules  are  procedural 
only,  they  are  effective  immediately, 
without  the  customary  30-day  notice. 

(Council  on  Wage  and  Price  Stability  Act, 
Pub.  L.  93-387,  as  amended  (12  U.S.C.  1904, 
note);  E.O.  12092.) 

In  consideration  of  the  foregoing. 
Chapter  VII,  Title  6  of  the  Code  of 
Federal  Regulations  is  amended  in 
Part  706,  and  the  Council’s  cumulative 
Questions  and  Answers  are  amended, 
to  read  as  follows. 

Issued  in  Washington,  D.C.,  March 
19,  1979. 

Barry  Bosworth, 
Director,  Council  on  Wage 
and  Price  Stability. 

1.  §706.05  is  amended  in  paragraph 

(a)  by  deleting  the  words  “three  (3) 
copies’’  from  the  first  sentence  and  by 
substituting  the  words  "one  copy’’, 
and  by  adding  paragraph  (c)  to  read  as 
follows: 

§  706.05  Filing  of  documents. 

•  •  •  •  • 

(c)  The  Council  requests  that  where 
filings  under  this  Part  contain  confi¬ 
dential  information,  the  firm  submit  a 
second  copy  suitable  for  public  disclo¬ 
sure,  from  which  all  such  information 
is  deleted. 

2.  §706.22  is  amended  in  paragraph 
(c)  by  deleting  the  term  "Section 
705C-2’’  and  by  substituting  "Section 
705C’’,  and  paragraph  (b)  is  revised  to 
read  as  follows: 

§  706.22  Price  or  margin  data. 

•  •  G  G  • 

(b)  Each  company  that  is,  or  is  part 
of  a  consolidated  company  that  is,  re¬ 
quired  to  file  Form  10-K  reports  with 
the  Securites  and  Exchange  Commis¬ 
sion,  is  requested  to  send  the  Council  a 
copy  of  the  reports  for  each  of  the  last 
three  fiscal  years  completed  prior  to 
October  2,  1978,  if  already  available. 
Companies  are  also  requested  to  file 
with  the  Council  a  copy  of  the  Form 
10-K  report  filed  with  the  SEC  for  the 
fiscal  year  ending  during  the  program 
year.  Since  these  reports  must  be  filed 
with  the  SEC,  if  a  company  does  not 
submit  copies  to  the  Council,  the 


Council  will  obtain  them  directly  from 
the  SEC  or  from  other  sources. 

•  •  •  •  • 

§706.23  [Amended] 

3.  §706.23  is  amended  by  deleting 
the  term  "705A-6(2)’’  and  by  substitut¬ 
ing  “705A-6(a)(2).’’ 

4.  §  706.25  is  amended  by  revising  the 
heading,  the  introductory  text  of  para¬ 
graph  (a)  and  paragraph  (b)  to  read  as 
follows: 

§706.25  Reporting  Procedures  for  Feder¬ 
al,  State,  and  local  entities  which  are 
not  Government  enterprises. 

(a)  When  complying  with  the  pay 
standard  in  705B.  Federal,  State,  and 
local  entities  which  are  not  Govern¬ 
ment  enterprises  as  defined  in  705C-4, 
and  which  have  5000  or  more  employ¬ 
ees,  should  either: 

•  #  •  •  • 

(b)  No  other  provision  of  this  Sub¬ 
part  applies  to  any  Federal,  State,  or 
local  entity  which  is  not  a  government 
enterprise  as  defined  in  705C-4. 

5.  §706.34  is  amended  by  revising 
paragraph  (c)  to  read  as  follows: 

§  706.34  Contents  of  the  request 

•  •  •  •  • 

(c)  In  the  event  that  the  information 
provided  by  the  applicant  is  insuffi¬ 
cient,  the  Council  shall  request  from 
the  applicant  the  additional  informa¬ 
tion.  If  such  information  Is  not  fur¬ 
nished  within  10  days,  the  request  for 
an  exception  shall  be  denied.  The 
Council  will  acknowledge  receipt  of  all 
requests,  and  notify  the  applicant 
when  the  request  has  been  denied  for 
lack  of  information. 

•  *  •  •  • 

§  706.41  [Amended] 

6.  §706.41  is  amended  in  paragraph 
(b)  by  deleting  the  words  “Wholesale 
Price  Index’’  and  by  substituting  “Pro¬ 
ducer  Price  Index.” 

7.  Section  706.54  is  revised  to  read  as 
follows: 

§706.54  Listing  of  noncomplying  compa¬ 
nies. 

If  the  Council  finds  a  company  to  be 
out  of  compliance,  it  shall,  six  days 
after  its  decision,  place  the  company’s 
name  on  a  list  of  noncomplying  com¬ 
panies.  This  list  will  be  made  public. 

8.  Section  706.72  is  revised  in  the 
title  and  in  paragraph  (a)  to  read  as 
follows: 

§  706.72  Contents  of  request. 

«  •  •  •  • 


(a)  Contain  a  concise  statement  of 
the  requested  relief,  the  grounds  for 
reconsideration,  and  (where  the  re¬ 
quest  relates  to  a  Notice  of  Probable 
Noncompliance)  the  value  of  any  Fed¬ 
eral  Government  contracts  which  the 
company  has  or  may  reasonably 
expect  to  have  within  the  program 
year; 

•  •  •  •  • 

9.  Section  706.76  is  revised  to  read  as 
follows: 

§  706.76  Stays  pending  reconsideration. 

A  request  for  reconsideration  within 
five  days  of  the  Council’s  initial  find¬ 
ing  of  noncompliance  will  stay  the 
placing  of  a  company’s  name  on  a  list 
of  noncomplying  companies  pending 
the  disposition  of  the  request. 

10.  The  following  corrections  and  ad¬ 
ditions  are  made  to  Part  IV,  “Proce¬ 
dures,”  of  the  Council’s  ciunulative 
Questions  and  Answers. 

Reports  and  Notipications 

1.  The  answer  to  Question  3  is  amended 
by  deleting  the  term  “§  706.22(d)(i).”  and  by 
substituting  §  7()6.22(dKl).” 

2.  The  answer  to  Question  15  is  amended 
by  deleting  the  term  “9706.22(d)(1)  or  (3)” 
and  by  substituting  “9  706.22(dK2)  or  (3).” 

C.  Exceptions 

•  •  •  •  • 

Q.3.  Does  failure  to  request  an  exception 
for  which  a  company  is  eligible  preclude  a 
company  from  asserting  the  same  grounds 
as  a  defense  to  a  Notice  of  Probable  Non- 
compliance? 

A.  No. 

Q.4.  Where  the  Council  has  issued  a 
Notice  of  Probable  Non-compliance  to  a 
company,  will  it  entertain  an  exception  re¬ 
quest  regarding  the  same  matter? 

A.  No.  A  company  may,  at  any  time  up  to 
the  issuance  of  a  Notice,  file  an  exception 
request.  Once  a  Notice  has  been  issued, 
however,  a  company  seeking  to  exceed  the 
pay  or  price  standard  must  assert  its  reasons 
for  doing  so  in  the  form  of  a  defense  to  the 
Notice. 

E.  Determination  op  Noncompliance 

•  •  •  •  • 

Q.2.  Is  it  a  defense  to  a  Notice  of  Probable 
Noncompliance  that  a  company  made  a 
good-faith  effort  to  comply  with  the  stand¬ 
ards? 

A.  Yes.  However,  companies  failing  to 
comply  because  of  a  good-faith  error  will  be 
expected  to  bring  their  behavior  into  com¬ 
pliance  within  a  reasonable  period. 

Q.3.  How  should  companies  notify  non¬ 
union  personnel  of  exception  requests  and 
Notices  of  Probable  Noncompliance? 

A  Companies  can  use  bulletin  boards, 
company  newspapers,  pay  enveloiies.  special 
distributions,  and  other  appropriate  means. 
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